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Revenue

Costs of providing services:

Salaries and employee benefits
Professional and subcontracted services
Occupancy, communications and other
General and administrative expenses
Depreciation and amortization

Income from operations
Income from affiliates

Interest income, net
Other non-operating income

WATSON WYATT & COMPANY HOLDINGS
Consolidated Statements of Operations

(Thousands of U.S. Dollars, Except Per Share Data)

Income from continuing operations before income taxes

Provision for income taxes
Income from continuing operations

Discontinued operations:

Sublease income from discontinued operations, less applicable income tax expense for the
three months ended September 30, 2004 and 2003

Net income

Basic earnings per share:

Income from continuing operations
Income from discontinued operations
Net income

Diluted earnings per share:

Income from continuing operations
Income from discontinued operations
Net income

Weighted average shares of common stock, basic (000)
Weighted average shares of common stock, diluted (000)

See accompanying notes to the
consolidated financial statements

Three months ended September 30

2004

(Unaudited)

175,391

97,076
11,979
24,100
16,888
4,683
154,726
20,665
2,206
455

28
23,354
9,603

13,751

13,753

0.42

0.42

0.42
0.42

32,358
32,679

$

2003

170,983

105,073
9,086
23,518
15,601
4,652
157,930
13,053
1,790
214
6,125
21,182
8,685

12,497

10

12,507

0.38

0.38

0.37
0.37

33,078
33,424
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WATSON WYATT & COMPANY HOLDINGS

Consolidated Balance Sheets

(Thousands of U.S. Dollars, Except Share and Per Share Data)

Assets

Cash and cash equivalents

Receivables from clients:

Billed, net of allowances of $3,145 and $1,241
Unbilled, net of allowances of $1,241 and $456

Deferred income taxes
Other current assets
Total current assets

Investment in affiliates

Fixed assets, net

Deferred income taxes
Goodwill and intangible assets
Other assets

Total Assets

Liabilities

Accounts payable and accrued liabilities, including discretionary compensation
Income taxes payable

Total current liabilities

Accrued retirement benefits

Deferred rent and accrued lease losses

Deferred income taxes

Other noncurrent liabilities

Total Liabilities

Commitments and contingencies

Stockholders Equity

Preferred Stock - No par value: 1,000,000 shares authorized; none issued and outstanding
Class A Common Stock - $.01 par value: 69,000,000 shares authorized; 33,372,880 and

33,372,880 issued and 32,419,031 and 32,317,156 outstanding
Additional paid-in capital

Treasury stock, at cost - 953,849 and 1,055,724 shares
Retained earnings

Accumulated other comprehensive loss

Total Stockholders Equity

Total Liabilities and Stockholders Equity

September 30,
2004
(unaudited)

107,125  §

91,420
66,062
157,482

7,079
39,361
311,047

30,834
65,410
54,988
21,272

9,482

493,033 §

80,047 $
10,515
90,562

100,960
10,239
365
31,261

233,387

334
149,387
(23,711)
137,007

(3,371)
259,646

493,033 §

June 30,
2004

156,940

86,726
63,108
149,834

15,052
11,388
333,214

30,235
65,438
55,240
20,909

7,132

512,168

113,233
12,526
125,759

97,984
10,199

628
32,414

266,984

334
149,508
(26,149)
125,669

(4,178)
245,184

512,168
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See accompanying notes to the
consolidated financial statements
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WATSON WYATT & COMPANY HOLDINGS

Consolidated Statements of Cash Flows

(Thousands of U.S. Dollars)

Cash flows used in operating activities:

Net income $

Adjustments to reconcile net income to net cash used in operating activities:
Other non-operating gain related to PCIC

Income from discontinued operations, net of income tax expense
Provision for doubtful receivables from clients

Depreciation

Amortization of intangible assets

Provision for deferred income taxes

Income from affiliates

Distributions from affiliates

Other, net

Changes in operating assets and liabilities (net of discontinued operations)
Receivables from clients

Other current assets

Other assets

Accounts payable and accrued liabilities

Income taxes payable

Accrued retirement benefits

Deferred rent and accrued lease losses

Other noncurrent liabilities

Net cash used in operating activities

Cash flows used in investing activities:

Purchases of fixed assets

Proceeds from divestitures

Acquisitions and contingent consideration payments
Net cash used in investing activities

Cash flows (used in) from financing activities:

Issuances of common stock - exercises of stock options
Issuances of common stock - employee stock purchase plan
Dividends paid

Repurchases of common stock

Net cash (used in) from financing activities

Effect of exchange rates on cash
Decrease in cash and cash equivalents

Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period $

See accompanying notes to the
consolidated financial statements

Three months ended September 30

2004

(Unaudited)

13,753

2
3,463
4,610

73

(6,717)
(2,206)
1,491

43

(11,110)
(13,294)
(2,350)
(28,938)
(2,013)
2,976
40
(1,134)
(41,315)

(4,504)
28

(41)

(4,517)

424
1,793
(2,424)
(4,188)
(4,395)
412
(49,815)
156,940

107,125

$

$

2003

12,507

(5,600)
(10)
2,586
4,570
82
5,998
(1,790)
1,065
(544)

(9,926)
(7,487)
600
(22,022)
(14,687)
8,128
561
433
(25.536)

(3,593)
525
43)

(3,111)

305
1,608
1,913

663

(26,071)
144,374

118,303
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Balance at June 30,
2004

Comprehensive income:
Net income

Additional minimum
pension liability
Foreign currency
translation adjustment
Total comprehensive
income

Cash dividends declared
Repurchases of
common stock
Issuances of common
stock - employee stock
purchase plan shares
Issuances of common
stock - deferred stock
units

Issuances of common
stock to outside
directors

Issuances of common
stock - stock options
Tax benefit of exercises
of stock options

Balance at September
30, 2004
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WATSON WYATT & COMPANY HOLDINGS

Consolidated Statement of Changes in Stockholders Equity

Class A
Common
Stock
Outstanding
(number of
shares)

32,317 $

(165)

81

151

33

32,419 $

Class A
Common
Stock

334 §

334§

(Thousands of U.S. Dollars)

Additional
Paid-in
Capital

149,508 $

(206)

276

(388)

194

149,387 $

Treasury
Stock,
at Cost

(26,149) $

(4,188)

1,999

3,769

46

812

(23,711) $

Retained
Earnings
(Accumulated
Deficit)

125,669 $

13,753

(2,415)

137,007 $

See accompanying notes to the consolidated financial statements

Accumulated
Other
Comprehensive
(Loss)/Income

(4,178) $

27

780

3371 $

Total

245,184

13,753
27
780

14,560

(2,415)

(4,188)

1,793

4,045

49
424

194

259,646

10
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WATSON WYATT & COMPANY HOLDINGS

Notes to the Consolidated Financial Statements
(Tabular amounts are in thousands, except per share data)

(Unaudited)

Note 1 Basis of Presentation.

The accompanying unaudited quarterly consolidated financial statements of Watson Wyatt & Company Holdings and our subsidiaries

(collectively referred to as we,  Watson Wyatt orthe Company ) are presented in accordance with the rules and regulations of the Securities and
Exchange Commission ( SEC ) for quarterly reports on Form 10-Q. In the opinion of management, these financial statements reflect all

adjustments, consisting only of normal recurring adjustments, which are necessary for a fair presentation of the consolidated financial statements

for the interim periods. The consolidated financial statements should be read in conjunction with the audited consolidated financial statements

and notes thereto contained in the Company s Annual Report on Form 10-K for the fiscal year ended June 30, 2004, which is filed with the SEC

and may be accessed via EDGAR on the SEC s web site at www.sec.gov.

The results of operations for the three months ended September 30, 2004 are not necessarily indicative of the results that can be expected for the
entire fiscal year ending June 30, 2005. The results reflect certain estimates, including estimated bonuses and anticipated tax liabilities.

Note 2 Company Background.

Watson Wyatt is an international company engaged in the business of providing professional consultative services on a fee basis, primarily in the
human resource areas of employee benefits and compensation, but also in other areas of specialization such as human capital consulting and
human resource-related technology consulting.

Note 3 Segment Information.

In North America, the Company is primarily organized and managed by practice. Although our consultants in our international offices provide
services in these same practice areas, our international operations as a whole are managed geographically and comprise a single operating
segment. Therefore, we have five reportable operating segments or practice areas:

(1) Benefits Group

2) Technology Solutions Group

11
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Human Capital Group

International

Other (including Data Services and Communication)

12
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The Company evaluates the performance of its segments and allocates resources to them based on net operating income on a pre-bonus, pre-tax
basis.

The table below presents specified information about reported segments as of and for the three months ended September 30, 2004:

Technology Human

Benefits Solutions Capital

Group Group Group International Other Total
Revenue (net of
reimbursable expenses) $ 104911 § 17,182 $ 13,062 $ 21,053 $ 11,510 $ 167,718
Net operating
income/(loss) 23,291 2,726 2,967 618 2,399 32,001
Receivables 111,694 8,959 13,284 17,455 3,953 155,345

The table below presents specified information about reported segments as of and for the three months ended September 30, 2003:

Technology Human
Benefits Solutions Capital
Group Group Group International Other Total
Revenue (net of
reimbursable expenses) $ 103,868 $ 20,269 $ 10,166 $ 18,945 $ 11,693 $ 164,941
Net operating income/(loss) 22,041 1,413 (256) (66) 687 23,819
Receivables 92,141 14,928 8,764 16,800 7,221 139,854

Information about interest income and tax expense is not presented as a segment expense because such items are not considered a responsibility
of the segments operating management.

13
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Reconciliations of the information reported by segment to the consolidated amounts follow for the three month periods ended September 30,

Three Months Ended September 30

2004 and 2003:

2004
Revenue:
Total segment revenue $ 167,718
Reimbursable expenses not included in total segment revenue 8,241
Other, net (568)
Consolidated revenue $ 175,391
Net Operating Income:
Total segment net operating income $ 32,001
Income from affiliates 2,206
Differences in allocation methods for depreciation, G&A, medical and pension costs (1,300)
Gain on sale of business units 28
Discretionary compensation (11,000)
PCIC non-operating gain
Other, net 1,419
Consolidated income before income taxes $ 23,354
Receivables:
Total segment receivables - billed and unbilled $ 155,345
Net valuation differences 2,137
Total billed and unbilled receivables 157,482
Assets not reported by segment 335,551
Consolidated assets $ 493,033

Note 4 Targeted Job Reductions.

164,941
5,959
83
170,983

23,819
1,790
1,435

525
(13,500)
5,600
1,513
21,182

139,854

6,408
146,262
352,687
498,949

We implemented job reductions in our North American region during the first quarter of fiscal year 2004. This resulted in the elimination of
approximately 100 positions. The estimated $2.6 million charge to earnings related to these reductions was included in the Company s financial
results for the quarter ended September 30, 2003. Of the $2.6 million severance charge, $2.5 million was included in Salaries and employee
benefits and $0.1 million was included in Professional and subcontracted services.

14
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Note 5 PCIC Other Non-operating Gain.

On July 9, 2003, the Board of Directors of PCIC, a captive insurance company of which we own 34.8 percent, decided to pass on to each of its
owners a credit in their 2003-04 policy year in connection with benefits received from an aggregate stop loss insurance policy entered into by
PCIC. PCIC s Board determined in July 2003 that this credit would be used to offset all or a portion of each insureds obligation to PCIC for
historical loss experience. As a result, the Company recorded a $5.6 million pre-tax non-operating gain in the first quarter of fiscal year 2004
and included this gain in  Other non-operating income in the Consolidated Statements of Operations.

As aresult of this gain, the Company also recorded a $5.6 million supplemental bonus accrual in the first quarter of fiscal year 2004 that was
incremental to the Company s fiscal year end bonus, and was paid in September 2004 with the regular bonus cycle. This supplemental bonus
was included in Salaries and employee benefits for the first quarter of fiscal year 2004.

Note 6 Stock-based Compensation.

We have elected to follow Accounting Principles Board Opinion No. 25, Accounting for Stock Issued to Employees (APB 25), for stock options

issued under the 2000 Long-term Incentive Plan, and the 2001 Employee Stock Purchase Plan. Compensation expense for the 2000 Long-term

Incentive Plan, if any, would be recorded and measured as the difference between the fair market value of the stock at the date of the grant and

the option price. The compensation expense would be recognized over the five-year vesting period identified in the plan. For any cash-based,

non-stock awards, such as stock appreciation rights, compensation expense will be recognized over the vesting period to the extent that the

market price of the stock increases. We have elected the disclosure-only provisions of Statement of Financial Accounting Standards No. 123,
Accounting for Stock-based Compensation (FAS 123).

As required by FAS 123, the Company has determined pro forma net income and earnings per share as if the Company had accounted for its
stock compensation plans under the fair value method of FAS 123. The Company estimated compensation expense for its Stock Purchase Plan
based on the 15 percent discounted purchase price offered to employees enrolled in the plan, which approximates fair value. For the Stock
Option Plan, the Company uses the Black-Scholes option valuation model to calculate the fair value of options granted for pro forma disclosure
purposes.

15
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The table below reflects the pro forma effect on net income and earnings per share for the three months ended September 30, 2004 and 2003 as
if the Company were to recognize compensation expense under the fair-value-based method of FAS 123:

Three Months Ended September 30

2004 2003
Net income, as reported $ 13,753 $ 12,507
Add: Stock-based compensation expense included in reported net income, net of related
tax effects 34 46
Deduct: Total stock-based employee compensation expense determined under
fair-value-based method for all awards, net of related tax effects (382) (406)
Pro forma net income $ 13,405 $ 12,147
Earnings per share:
Basic - as reported $ 0.42 $ 0.38
Basic - pro forma $ 0.41 $ 0.37
Diluted - as reported $ 0.42 $ 0.37
Diluted - pro forma $ 0.41 $ 0.36

Note 7 Retirement Benefits.

Defined Benefit Plans

We sponsor both qualified and non-qualified, non-contributory defined benefit pension plans covering substantially all of our associates. Under
our principal plans (United States, Canada, Hong Kong and U.K.), benefits are based on the number of years of service and the associates
compensation during the five highest paid consecutive years of service. The non-qualified plan provides for pension benefits that would be
covered under the qualified plan but are limited by the Internal Revenue Code. The non-qualified plan has no assets and therefore is an
unfunded arrangement which benefit liability is reflected on the balance sheet. Included in the results is our U.K. plan, which is inactive but is
part of the additional minimum pension liability reported on the Consolidated Balance Sheets. The measurement date for the plans is June 30.

16
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Components of Net Periodic Benefit Cost for Defined Benefit Pension Plans

The following table sets forth the components of net periodic benefit cost for the Company s U.S. and non-U.S. defined benefit pension plans for
the three months ended September 30, 2004 and 2003:

Three Months Ended September 30

2004 2003
Service Cost $ 6,439 $ 6,669
Interest Cost 8,744 8,372
Expected return on plan assets (10,138) (8,958)
Amortization of transition obligation H €8
Amortization of net loss 1,737 2,851
Amortization of prior service cost (541) (542)
Net periodic benefit cost $ 6,240 $ 8,391

Employer contributions

The company made no contributions to the U.S. plan and $780,000 in contributions to the non-U.S. plans during the first three months of the
fiscal year. We anticipate making contributions of $10.0 million to the U.S. plan and $800,000 in contributions to the non-U.S. plans in the
second quarter of this fiscal year.

Defined Contribution Plans

We sponsor a savings plan that provides benefits to substantially all U.S. associates. Prior to July 1, 2003, we matched employee contributions at
50 percent of the first 6 percent of total pay, which included base salary, overtime and annual performance-based bonuses. Vesting of the
Company match occurs after three years for new employees and is 100 percent for all employees hired before January 1, 1997. The Company
match was suspended from July 1, 2003 through June 30, 2004. However, effective July 1, 2004, the company reinstituted a match to employee
contributions at a rate of 50 percent of the first 6 percent up to $60,000 of associates eligible compensation. The company will also make an
annual profit sharing contribution to the plan in an amount that is dependent upon the company s financial performance during the fiscal year.

Health Care Benefits

We sponsor a contributory health care plan that provides hospitalization, medical and dental benefits to substantially all U.S. associates. We
accrue a liability for estimated incurred but unreported claims based on projected use of the plan as well as prior plan history.

Postretirement Benefits

17
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We provide certain health care and life insurance benefits for retired associates. The principal plans cover associates in the U.S. and Canada
who have met certain eligibility requirements. Our principal post-retirement benefit plans are unfunded. We accrue a liability for these benefits.

10
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Components of Net Periodic Benefit Cost for Other Postretirement plans

The following table sets forth the components of net periodic benefit cost for the Company s healthcare and post-retirement plans for the three

months ended September 30, 2004 and 2003:

Service cost

Interest cost

Expected return on plan assets
Amortization of transition obligation
Amortization of net gain
Amortization of prior service cost
Net periodic benefit cost

Employer contributions

Three Months Ended September 30
2004 2003

413 $
605

12
(143)
(105)
782 $

422
575

12
(68)

(156)
784

The Company made contributions in the form of premiums and medical claim payments to its healthcare and post-retirement plans of $600,000
in each of the three months ended September 30, 2004 and 2003. We plan to make additional payments estimated to total $1.9 million through

the end of June 30, 2005.

Note 8 Goodwill & Intangible Assets.

The changes in the carrying amount of goodwill for the three months ended September 30, 2004, are as follows:

Benefits

Balance as of June 30, 2004 $
Goodwill recorded during

the year

Impairment losses

Translation adjustment

Balance as of September 30,
2004 $

Human
Capital
Group International
70 $ 1,084 $
4 42
74 $ 1,126 $
11

Other Total
1,214 $ 20,148
344
1,214 $ 20,492
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The following table reflects changes in the net carrying amount of the components of intangible assets for the three months ended September 30,
2004:

Non-contractual

customer Non-compete Purchased
relationships agreements software Pension Total
Balance as of June 30, 2004 $ 459 $ 176 $ 2 3 124 $ 761
Intangible assets recorded during the year 41 41
Amortization expense (50) 23) (73)
Translation adjustment 51 51
Balance as of September 30, 2004 $ 501 $ 153 % 2 $ 124 $ 780

The following table reflects the carrying value of intangible assets at September 30, 2004 and June 30, 2004:

September 30, 2004 June 30, 2004
Gross Gross

Carrying Accumulated Carrying Accumulated

Amount Amortization Amount Amortization
Intangible assets and intangible pension asset:
Non-contractual customer relationships $ 1,097 $ 596 $ 962 $ 503
Non-compete agreements 672 519 672 496
Purchased software 125 123 125 123
Intangible pension asset 124 124
Total intangible assets and intangible pension asset $ 2,018 $ 1,238 $ 1,883 $ 1,122

A component of the change in the gross carrying amount of non-contractual customer relationships reflects translation adjustments between June
30, 2004 and September 30, 2004. This intangible asset is denominated in the currencies of our subsidiaries outside the United States, and is
translated into our reporting currency, the U.S. dollar, based on exchange rates at the balance sheet date.

The weighted average remaining life of amortizable intangible assets at September 30, 2004, was 3.4 years. Estimated amortization expense for
the remainder of 2005 and thereafter are as follows:

Fiscal year ending June 30: Amount

2005 $ 253
2006 170
2007 60
2008 39
Thereafter 134

12
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Note 9 Earnings Per Share.

Basic earnings per share is calculated on the basis of the weighted average number of common shares outstanding during the three months ended
September 30, 2004 and 2003. Diluted earnings per share is calculated on the basis of the weighted average number of common shares
outstanding plus the effect of outstanding stock options and employee stock purchase plan shares using the treasury stock method. The
components of basic and diluted earnings per share are as follows:

Three Months Ended September 30

2004 2003
Income from continuing operations $ 13,751 $ 12,497
Discontinued operations 2 10
Net income $ 13,753 $ 12,507
Weighted average outstanding shares of common stock 32,358 33,078
Dilutive effect of employee stock options and employee stock purchase plan shares 321 346
Common stock and stock equivalents 32,679 33,424

Basic earnings per share:

Income from continuing operations $ 0.42 $ 0.38
Discontinued operations

Net income $ 0.42 $ 0.38
Diluted earnings per share:

Income from continuing operations $ 0.42 $ 0.37

Discontinued operations

Net income $ 0.42 $ 0.37

13
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Note 10 Investment in Affiliates.

In January 2003, the FASB issued FASB Interpretation No. 46, Consolidation of Variable Interest Entities, which was later revised in December
2003 (FIN 46R) and effective March 31, 2004 for the Company. This interpretation of Accounting Research Bulletin No. 51, Consolidated
Financial Statements, addresses consolidation by business enterprises of variable interest entities. FIN 46R introduces the concept of a variable
interest entity and requires consolidation by the primary beneficiary where there is a controlling financial interest in a variable interest entity or
where the variable interest entity does not have sufficient equity at risk to finance its activities without additional subordinated financial support
from other parties.

Investment in Affiliates consists of equity investments in three entities, Watson Wyatt Holdings (Europe) Limited (WWHE), Watson Wyatt LLP
(WWLLP) and Professional Consultants Insurance Company Inc. (PCIC), each of which is accounted for under the equity method. The
Company evaluated each of these entities based on FIN 46R s criteria in order to determine the applicability of FIN 46R and the Company s
current assessment is that of the three entities, WWHE and PCIC are considered to be variable interest entities. The Company has concluded,
however, that it does not have a controlling financial interest in WWHE or PCIC and, as a result, the Company is not the primary beneficiary
and is not required to consolidate their results.

On April 1, 1995, the Company transferred its United Kingdom ( U.K. ) operations to WWLLP, an actuarial partnership based in the U.K., and
received a beneficial interest in WWLLP and a 10% interest in a defined profit pool of WWLLP. The Company also transferred its Continental
European operations to WWHE as a newly-formed holding company, jointly owned and controlled by the Company and WWLLP, in exchange
for 50.1% of its shares. Effective July 1, 1998, the Company sold one-half of its investment in WWHE to WWLLP. WWHE is now jointly
owned and controlled by the Company (25%) and WWLLP (75%). While Watson Wyatt & Company, WWLLP, and WWHE remain separate
legal entities, the companies have marketed their services globally under the Watson Wyatt Worldwide brand, sharing resources, technologies,
processes and business referrals. Management believes that the Company s maximum financial statement exposure to loss is limited to the
carrying value of the Company s investment in WWHE of $6.8 million as of September 30, 2004.

PCIC was organized in 1987 as a captive insurance company under the laws of the State of Vermont. PCIC provides professional liability
insurance on a claims-made basis to three actuarial and management consulting firms, all of which participate in the program as both
policyholders and stockholders. The Company currently owns 34.8 percent of PCIC. Capital contributions to PCIC are required when approved
by a majority of its stockholders. Management believes that the Company s maximum financial statement exposure to loss is limited to the
carrying value of the Company s investment in PCIC of $6.7 million, combined with letters of credit totaling $4.9 million for which PCIC has
been designated as beneficiary, for a total maximum exposure of $11.6 million.

Note 11 Comprehensive Income.

Comprehensive income includes net income, the additional minimum pension liability and changes in the cumulative translation adjustment gain
or loss. For the three months ended September 30, 2004, comprehensive income totaled $14.6 million, compared with $12.6 million for the
three months ended September 30, 2003.

Note 12 Restricted Shares.
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In conjunction with our initial public offering in October 2000, we entered into agreements providing for additional transfer restrictions with
major stockholders, executive officers and employee directors. As a result of these agreements, 1,665,400 Class A shares were restricted as of
September 30, 2004. These shares became freely transferable in October 2004.
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Note 13 Guarantees.

The Company historically has provided guarantees on an infrequent basis to third parties in the ordinary course of business. The guarantees
described below are currently in effect and could require the Company to make payments to third parties under certain circumstances.

Letters of Credit. The Company has two outstanding letters of credit totaling $7.5 million under our existing credit
facility to guarantee payment to beneficiaries in the event that the Company fails to meet its financial obligations to
these beneficiaries. One letter of credit for $2.6 million will expire in October 2006, while the second letter of credit
for $4.9 million will remain outstanding as long as we retain an ownership share of our affiliated captive insurance
company, PCIC. The estimated fair market value of these letters of credit is nominal because they have never been
used, and the Company believes that future usage is remote.

Affiliate Agreements. In 1995, we entered into an alliance agreement with R. Watson & Sons, a United Kingdom-based
actuarial, benefits and human resources consulting partnership (now WWLLP), the predecessor of which was founded
in 1878. Included in the agreements between the Company and WWLLP (the Alliance Agreements ) are various
indemnities and guarantees relating to the performance of the Company and its subsidiaries, some of which became
part of WWHE, as to such matters as tax liabilities, liabilities for prior acts or omissions arising from the operation of
the UK and European businesses prior to the alliance and failure to perform various obligations under the Alliance
Agreements. In addition, certain events, such as a sale of material parts of our business, could require the Company to
either purchase from or sell to WWLLP an interest in our European business and/or repurchase the shares of the
Company s stock currently held by WWLLP. The Company is unable to estimate an amount of any potential future
payments under these contractual arrangements because the potential occurrence of any of the events to which the
indemnities apply is entirely speculative, there is no history of payments and the dollar amount, if any, would be
dependent upon the nature of the event triggering such indemnity. Management believes that any potential for
payment under such indemnities and guarantees should decline with the passage of time. There are no provisions for
recourse to third parties, nor are any assets held by any third parties that the Company as guarantor can liquidate to
recover amounts paid under such indemnities.

The Company owns 25 percent of WWHE and WWLLP owns the remaining 75 percent. Additional capital for WWHE, if required, may be
provided by both owners based on their respective ownership interests. If either the Company or WWLLP does not provide its pro rata share of
any additional capital invested in WWHE, that party s respective ownership interest will be reduced accordingly.

In connection with the establishment of our alliance with Watson Wyatt LLP in 1995, the company agreed to guarantee Watson Wyatt LLP s
performance under a lease for office space in London that expires in 2015. Payments by Watson Wyatt LLP under the lease total £1.4 million
(or approximately $2.5 million based on the September 30, 2004, exchange rate) per year. We also granted Watson Wyatt LLP an option to
return the leased space to our UK subsidiary in 2009. If Watson Wyatt LLP were to exercise this option, the company would attempt to sublease
the space at the then-current market rates.
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Indemnification Agreements. The Company has various agreements that provide that it may be obligated to indemnify the
other party with respect to certain matters. Generally, these indemnification clauses are included in contracts arising
in the normal course of business and in connection with the purchase and sale of certain businesses. Although it is not
possible to predict the maximum potential amount of future payments under these indemnification agreements due to
the conditional nature of the Company s obligations and the unique facts of each particular agreement, the Company
does not believe that any potential liability that might arise from such indemnity provisions is probable or material.
There are no provisions for recourse to third parties, nor are any assets held by any third parties that any guarantor can
liquidate to recover amounts paid under such indemnities.
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Wellspring Leases. We continue to guarantee three leases for office premises for Wellspring Resources, LLC

( Wellspring ), the benefits administration outsourcing business that we exited from in fiscal year 1998. At September
30, 2004, minimum remaining payments guaranteed under these leases, which expire at various dates through 2007,
total $16.5 million, excluding anticipated future sublease income. See Note 15 for more information regarding our
obligation to guarantee Wellspring s leases.

Note 14 Contingent Liabilities.

From time to time, we are a party to various lawsuits, arbitrations or mediations that arise in the ordinary course of business. These disputes
typically involve claims relating to the rendering of professional services or employment matters. Management believes, based on currently
available information, that the results of all pending claims against us will not have a material adverse effect on the company. The matters
reported on below involve the most significant pending or potential claims against us.

Iron Workers Local 25 et al. v. Watson Wyatt & Co. On July 8, 2004, Watson Wyatt & Co. was served with an amended
complaint filed by a former client in the United States District Court for the Eastern District of Michigan. The
complaint alleged malpractice, breach of contract, and related claims in the performance of actuarial consulting. The
Complaint stated that the plaintiff s Pension Fund is underfunded as a result of the alleged deficiencies in our work.
The amount of damages sought were not specified. We filed an answer denying the allegations and the court has set a
discovery schedule.

SEC Examination of Investment Advisers. In December 2003, the Securities and Exchange Commission (SEC) formally
asked many of the major investment consulting firms, Watson Wyatt Investment Consulting (WWIC) among them, to
provide detailed information on their business structures and practices in order to determine if conflicts of interest
with money managers exist. In March 2004, WWIC completed its responses to the SEC staff s requests for
information. WWIC has received no further inquiry from the SEC staff on this topic since that time.

Department of Justice Antitrust Investigation. In March 2004, the United States Department of Justice (DOJ) issued a Civil
Investigative Demand (CID) to Watson Wyatt and other companies in the employee benefits industry. The DOJ is
seeking to determine whether firms which have entered into agreements with their clients limiting liability have done
so in violation of U.S. antitrust laws. Watson Wyatt has been providing information to DOJ in response to the CID.

Client Demand Letter. On July 23, 2004, we received a demand letter from counsel for a client alleging that errors in
valuations for 2001 and subsequent years understated the liabilities of its pension plan and overstated its net worth.

As a result, the client claimed it did not annuitize its defined benefit plan and redeemed its stock at an inflated price.
The letter claimed damages in excess of $35 million. We plan to meet with counsel for the client to discuss the basis
of these claims.
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Note 15 Discontinued Operations.

As discussed in Note 13, the Company continues to guarantee three leases for office premises for Wellspring. Through the first three months of
fiscal year 2005, the Company received sublease income of approximately $4,000 in excess of lease payments related to this business. Since the
second quarter of fiscal year 2003, the leases have been generating positive cash flows of less than $0.1 million per fiscal year.
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Note 16 Recent Accounting Pronouncements.

In January 2003, the Financial Accounting Standards Board (FASB) issued FASB Interpretation No. 46 (FIN 46), Consolidation of Variable
Interest Entities, which clarifies the financial reporting guidance associated with the consolidation of another entity. In December 2003, the
FASB revised and superceded FIN 46 with the issuance of FIN 46R in order to address certain implementation issues. The company adopted
FIN 46R effective March 31, 2004 and has included appropriate disclosure in this Form 10-Q. Adoption of the FIN 46R has not resulted in a
change in our accounting. See Note 10 of the Consolidated Financial Statements for further information regarding the impact of adopting FIN
46R.

Emerging Issues Task Force Issue 00-21, Revenue Arrangements with Multiple Deliverables (EITF 00-21), was effective for the company
beginning July 1, 2003. There was no change in revenue recognized in the current portfolio of client engagements due to our adoption of EITF
00-21.

In December 2003, the Securities and Exchange Commission (SEC) issued Staff Accounting Bulletin No. 104 (SAB 104), Revenue Recognition,
which supercedes Staff Accounting Bulletin No. 101 (SAB 101), Revenue Recognition in Financial Statements. SAB 104 s primary purpose is
to rescind accounting guidance contained in SAB 101 related to multiple element revenue arrangements, superceded as a result of the issuance of
EITF 00-21. While the wording of SAB 104 has changed to reflect the issuance of EITF 00-21, the revenue recognition principles of SAB 101
remain largely unchanged by the issuance of SAB 104. The issuance of SAB 104 has not had an effect on our revenue recognition policies as

they are in accordance with SAB 104.

In May 2004, the Financial Accounting Standards Board issued FASB Staff Position (FSP) No. 106-2 Accounting and Disclosure Requirements
Related to the Medicare Prescription Drug Improvement and Modernization Act of 2003  (the Act) (FAS 106-2), which was effective as of the
first quarter beginning after June 15, 2004. The Act includes a prescription drug benefit under Medicare Part D as well as a federal subsidy to
sponsors of retiree health care benefit 